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ABSTRACT 

Barter  and  barter-type  agreements  are  employed  by  developing  and 
centrally-planned  countries  in  trade  of  both  agricultural  and 
nonagricultural  products.  These  types  of  agreements  generally  involve 
the  exchange  of  goods  without  the  transfer  of  international  currencies. 
This  paper  answers  the  question  "why  barter?"  by  describing  the  economic 
and  political  motives  behind  barter  agreements  and  by  providing  a  sample 
of  agreements  between  countries  that  use  barter  in  trade.  The  operation 
of  the  U.S.  Barter  Program  from  1950  to  1973,  which  arranged  for 
exchanges  of  agricultural  commodities  for  strategic  materials,  supplies, 
and  services,  is  described  and  the  potential  for  future  U.S.  barter  of 
agricultural  commodities  for  strategic  materials  is  examined.  Results 
indicate  that  several  developing  countries  could  become  key  barter 
partners. 

Key  words:  Barter,  international  trade,  strategic  materials, 
agricultural  commodities 
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Barter  of  Agricultural  Commodities 


by 

Donna  U.  Vogt 
Cathy  L.  Jabara 
Dee  A.  Linse 


Concerned  about  mounting  farm  product  stocks  held  by  the  U.S.  Government 
in  Commodity  Credit  Corporation  (CCC)  inventories,  some  members  of 
Congress  and  the  Executive  Branch  have  expressed  an  interest  in  reviving 
a  barter  program  that  would  exchange  agricultural  commodities  for 
strategic  materials  destined  for  the  national  stockpile  (10) .  1_/  Barter 
arrangements  in  the  past  were  used  by  the  United  States  to  facilitate 
trade  in  products  that  were  difficult  to  export  through  normal  trade 
channels;  to  acquire  strategic  materials;  and  to  establish  trade 
relations  with  countries  which,  because  of  a  shortage  of  convertible 
currency,  were  obliged  to  barter.  The  U.S.  Barter  Program  still  has  a 
legislative  mandate,  but  it  has  not  been  active  since  1973  because  the 
U.S.  Government  reduced  CCC-held  stocks  and  lowered  its  strategic 
stockpile  goals.  Recent  interest  in  reviving  the  program,  on  the  part  of 
both  the  United  States  and  potential  bartering  partners,  is  exemplified 
by  the  announcement  from  the  White  House  and  the  Federal  Emergency 
Management  Agency  (FEMA)  of  an  agreement  to  barter  dairy  products, 
metals,  and  ^.ash  with  Jamaica  in  exchange  for  1.6  million  long-dry  tons 
of  bauxite  (3_,  18) .  This  study  analyzes  the  operation_of  the  previous 
U.S.  Barter  Program  and  examines  the  potential  for  agricultural  barter  in 
the  future. 

To  negotiate  a  barter  agreement,  each  trading  country  must  have  a  supply 
of  a  commodity  for  which  the  other  is  willing  to  trade.  This  "double 
coincidence  of  wants"  considerably  restricts  the  freedom  of  choice  of  the 
goods  to  be  traded  and  the  proceeds  derived  from  trade.  On  the  other 
hand,  barter  agreements  have  been  used  by  developing  and 
centrally-planned  countries  for  a  variety  of  reasons,  especially  when 
there  is  a  lack  of  convertible  foreign  exchange.  Barter  arrangements  do 
not  necessarily  involve  the  valuation  of  commodities  at  market-determined 
levels;  thus  negotiations  can  be  lengthy  and  time-consuming.  Barter 
agreements  are  often  motivated  to  provide  political  and  economic  support 
for  a  trading  partner's  economy. 


*  Authors  are  Foreign  Affairs  Analyst  and  Agricultural  Economist,  Trade 
Policy  Branch,  International  Economics  Division,  Economic  Research 
Service  and  Agricultural  Economist,  Planning  and  Analysis  Staff, 
Foreign  Agricultural  Service,  U.S.  Department  of  Agriculture, 
respectively . 


17  Underlined  numbers  in  parentheses  indicate  references  listed  at  the 
end  of  this  report. 
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This  paper  describes  costs  and  benefits-  of  barter  and  its  potential  role 
in  U.S.'  trade.  The  paper  analyzes  the  role  of  barter  agreements  to 
exchange  agricultural  commodities  for  the  materials  currently  on  FEMA’s 
list  of  strategic  commodities.  The  paper  is  divided  into  two  parts.  The 
first  part  describes  types  of  barter  agreements  currently  in  use,  the 
advantages  and  disadvantages  of  these  agreements,  and  some  of  the 
developing  and  centrally-planned  countries  which  use  them  in  trade.  The 
second  part  of  the  paper  describes  the  past  U.S.  Barter  Program  and 
potential  barter  partners. 
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PART  I 

Barter  and  Barter-type  Agreements 

Barter,  as  classically  defined,  is  an  aqreement  to  trade  goods  or 
services  without  the  use  of  money.  Barter  agreements  require  what  the 
classical  economists  call  "a  double  coincidence  of  wants."  That  is,  a 
seller  cannot  simply  find  a  buyer  who  wants  his  product;  the  buyer  must 
also  have  a  product  that  the  seller  wants.  Each  agreement  involves  a 
single  contract  which  stipulates  the  quantities  of  goods  to  be  exchanged, 
or  substitutes  some  institution  for  the  competitive  market  to  settle  the 
terms  of  the  barter.  Complete  avoidance  of  any  association  with  money  is 
difficult,  however,  because  the  amount  to  be  exchanged  is  often  defined 
in  monetary  terms  using  world  market  prices  and  international  currencies, 
although  premiums  or  discounts  are  sometimes  applied. 

In  addition  to  "pure  swaps",  a  variety  of  barter-type  agreements  have 
arisen  in  trade  among  developing  and  centrally-planned  countries.  These 
agreements  are  far  from  homogeneous  in  form,  but  they  are  similar  to  each 
other  because  exchanges  are  made  that  avoid  totally  or  in  part  Che 
transfer  of  international  currencies.  These  barter-type  agreements  range 
from  agreements  to  exchange  specific  commodities  with  equal  or  unequal 
trade  balances  to  whole  shopping  lists  of  products  that  are  simply  an 
expression  of  friendship  between  countries.  Final  settlement  of  some  of 
these  exchanges  is  through  clearing  accounts  and  may  involve 
international  currencies  or  cash  changing  hands  to  liquidate  any  deficit 
remaining  on  either  side. 

Developing  countries  (LDCs)  use  different  kinds  of  mechanisms  to  avoid 
payment  in  international  currencies.  For  instance,  a  company  in  country 
A  might  pay  for  its  imports  from  country  B  by  depositing  a  sufficient 
amount  of  its  own  currency  in  a  domestic  bank.  This  money  would  not  be 
exchanged  for  the  currency  of  country  B,  but  would  be  used  by  an  importer 
in  country  B  to  purchase  specified  kinds  of  goods  in  country  A  (12) . 

Many  LDC’s  have  trade  protocols  with  other  countries  that  are  designed  to 
equalize  trade  balances  by  specifying  the  quantity  or  value  of  goods  to 
be  exchanged  annually  (16 ) . 

Centrally  planned  countries  in  Eastern  Europe,  the  USSR,  and  the  Peoples 
Republic  of  China  (PRC)  use  a  variety  of  barter-type  trading  arrangements 
to  avoid  using  international  currencies.  These  arrangements  have  come  to 
be  called  counter-trade,  even  though  the  phrase  itself  is  applicable  to  a 
specific  exchange  mechanism  (4_, 6_,8_,33_) .  Most  agreements  have  two  or  more 
contracts  in  which  the  terms  of  the  exchange  are  spelled  out. 

Counter-trade  transactions  involve  a  seller  who  delivers  technology  or 
goods  to  a  buyer  and  contractually  agrees  to  purchase  goods  equal  in 
value  to  a  specified  percentage  of  the  original  sales  contract.  For 
example,  a  Western  exporter  may  sell  technology  or  equipment  to  a 
Communist  country  in  exchange  for  goods  produced  from  this  technology. 

The  "payment"  or  "compensation"  arrangements  usually  involve  the 
extension  of  credit  by  a  Western  bank  or  company  to  a  government  agency 
or  state  bank  within  the  Communist  country.  Normally  two  contracts  are 
arranged  when  the  importer  cannot  supply  the  reciprocal  goods.  For 
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example  ,  •  Firm  A  contracts  with  Ministry  .B  for  $1000.  worth  of 
technology.  At  the  same  time  Ministry  B  signs  another  contract  with  Firm 
A  that  specifies  payment  to  be  made  with  $500.  cash  and  $500.  worth  of  a 
certain  good  or  service.  The  barter  part  of  the  exchange  is  the 
contractual  arrangement  that  specifies  what  goods /services  are  to  be 
exchanged  for  the  technology. 

An  exchange  is  called  a  counter-purchase  when  counter-delivered  goods  are 
not  produced  from  the  supplied  technology.  Payments  are  often  made  in 
raw  materials  or  in  light  manufactured  items.  State  trading 
organizations  frequently  negotiate  these  trade  exchanges.  Another 
counter-trade  type  of  agreement  is  a  compensaton  or  buy-back 
arrangement.  Repayment  is  in  the  products  derived  from  the  supplied 
technology,  but  these  arrangements  include  larger  amounts  of  time,  money, 
and  products  than  either  the  counter-trade  or  counter  purchase 
arrangements.  Compensation  or  buy-back  arrangements  are  frequently  used 
to  preserve  or  enhance  a  company's  competitive  share  of  the  market  (34) . 

Switch  arrangements  involve  clearing  accounts  that  hold  dollars  or  other 
currencies  used  to  purchase  goods  produced  in  the  countries  subscribing 
to  the  clearing  agreement.  These  currencies  represent  purchasing  power 
for  goods  arid  are  not  directly  convertible  into  foreign  exchange.  A 
switch  agreement  permits  country  A  for  example,  that  has  a  surplus  in 
bilateral  trade,  to  make  a  portion  of  its  clearing  account  available  to  a 
third  party.  This  third  country  could  be  country  B  or  an  international 
’’switch’’  trading  company  whose  business  is  to  have  clients  interested  in 
the  specific  purchasing  power.  This  third  party  either  directly  or 
through  complex  international  transactions,  such  as  barter,  acquires  the 
right  to  the  clearing  account  at  a  substantially  discounted  price. 

Offset  arrangements  have  barter-like  components  and  are  used  by  agencies 
of  the  U.S.  Government,  especially  the  Department  of  Defense,  as  a 
condition  for  the  sale  of  U.S.  defense  articles.  Under  these 
arrangements,  U.S.  government  agencies  link,  by  contract,  purchases  of 
foreign  goods  and  services  to  exports  of  U.S.  goods.  These  tied  sales 
are  the  barter  component  in  the  transaction  (34).  They  do  not  usually 
involve  agricultural  commodities.  These  offset  arrangements  can  be 
joint-ventures,  subcontracts,  co-production,  or  licensing  arrangements. 
Variations  of  this  trading  method  are  used  around  the  world. 
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Advantages  and  Disadvantages  of  Barter 

Most  international  and  domestic  commerce  involves  trade  of  goods  and 
services  for  cash  because  these  types  of  transactions  are  simple,,  more 
convenient,  and  generally  more  efficient  than  barter.  When  a  seller  is 
paid  with  money,  he  can  use  it  to  buy  any  product  from  any  source.  In  a 
barter  arrangement,  the  seller  Is  required  to  purchase  specified 
commodities  from  his  barter  partner  with  his  earnings.  The  "double 
coincidence  of  wants"  requirement  for  barter  places  a  restriction  not 
only  on  the  trades  that  can  take  place,  but  on  expenditures  of  earnings 
as  well. 

The  extensive  use  of  barter  and  barter-type  agreements  by  developing  and 
centrally  planned  countries  in  trade,  however,  suggests  that  there  are 
certain  advantages  perceived  by  both  buyer  and  seller  which  motivate  a 
barter  transaction  instead  of  a  cash  transaction.  The  advantages  and 
disadvantages  of  barter  are  discussed  below. 

Advantages 

Because  of  the  advantages  of  money,  barter  and  barter-type  transactions 
generally  have  been  used  in  international  trade  when  there  have  been 
problems  of  exchanging  currencies  or  when  traders  had  little  confidence 
in  foreign  currencies.  For  example,  inconvertibility  of  the  currencies 
of  centrally-planned  countries  forces  those  governments  to  accumulate 
sufficient  "hard"  (i.e.,  convertible)  currencies  in  order  to  import  from 
the  west.  Because  most  centrally-planned  countries  have  chronic 
shortages'  of  hard  currencies,  their  state-trading  organizations 
frequently  attempt  to  persuade  Western  companies  to  accept  goods  in 
partial  payment  for  their  imports. 

Barter  agreements  have  also  been  used  by  developing  countries  facing 
deteriorating  terms  of  trade  for  principal  export  commodities  or  balance 
of  payments  deficits  in  order  to  save  scarce  foreign  exchange  and  to 
offset  fluctuating  sales.  Barter  agreements  were  most  prevalent  during 
the  depression  of  the  1930's  when  the  collapse  of  the  gold  standard 
adjustment  mechanism  was  accompanied  by  currency  inconvertibility  and  the 
imposition  of  foreign  exchange  controls  in  many  trading  countries. 
However,  there  are  a  number  of  other  advantages  which  have  given  rise  to 
barter.  These  include; 

Assure  Access  to  Supplies — If  a  country  imports  most  or  all  of  an 
essential  commodity-i .e .  petroleum  or  food-  and  the  officials  perceive 
that  the  world  market  is  restricted,  governments  may  barter  iii  order  to 
guarantee  supplies  of  a  commodity  for  a  specified  time  period.  The 
reciprocal  nature  of  barter  agreements  permits  both  seller  and  buyer  to 
guarantee  a  supply  of  a  commodity  in  a  single  agreement. 

Excess  supply  of  agricultural  commodities — Countries  with  producer  price 
supports  that  acquire  surplus  commodities  often  use  barter  to  reduce 
excess  supplies — especially  when  world  prices  are  low  (19).  Use  of 
barter  agreements  allows  for  sales  of  surplus  commodities  through 
specific  price  concessions  to  selected  countries,  in  contrast  to  general 
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price  reductions  that  could  result  from  selling  surpluses  on  the  world 
market  (5). 

Declining  terms  of  trade — Interest  in  barter-type  arrangements  also 
arises  when  demand  for  a  particular  principal  export  declines.  Declining 
export  prices  and  quantities  vis-a'-vis  import  costs  has  been  an  incentive 
for  developing  countries  in  the  past  to  enter  into  reciprocal  agreements 
in  order  to  offset  fluctuating  sales  in  multilateral  markets.  Although 
many  barter  exchanges  take  place  at  world  market  prices,  some  developing 
countries  have  used  barter  agreements  to  increase  the  purchasing  power  of 
their  exports  vis-a-vis  imports.  Barter  agreements  became  extremely 
useful  among  developing  countries  to  exchange  primary  products  for 
petroleum  after  price  increases  during  the  early  and  mid-seventies 
worsened  the  terms  at  which  they  traded  with  petroleum-exporting 
countries  (14) .  Developing  countries  at  times  accept  lower  prices  for 
their  export  products  under  barter  arrangements  in  order  to  segment  the 
market  for  their  primary .  products  during  periods  of  declining  demand  ( 5_) . 

Market  development — Countries  may  want  to  lessen  their  dependence  on  main 
suppliers  (often  neighbors  or  former  colonial  powers)  by  diversifying  to 
new  trading  partners.  Developing  countries  have  also  used  barter 
agreements  to  expand  exports  of  nontraditional  items  (21).  Barter 
arrangements  for  these  purposes  are  similar  to  many  bilateral  trade 
agreements  whose  purpose  is  to  get  a  foot  in  the  door,  establish 
marketing  relations,  collect  information  about  the  nature  of  the  trading 
partner's  demand  for  exports,  and,  over  time,  graduate  the  barter 
arrangement  to  commercial  sales.  Some  companies  also  enter  into  counter 
trade  arrangements  because  the  market  would  be  lost  if  the  counter-trade 
offer  were  refused. 

Political  ties — Some  countries  establish  barter  agreements  for  strategic 
security  reasons  or  to  show  political  support  for  the  leaders  or 
political  philosophy  of  a  country.  These  agreements  involve  technical 
know-how  or  capital  goods  exchanges  for  agricultural  commodities. 
Agreements  made  under  this  aegis  are  often  statements  of  political 
support  at  the  highest  levels  of  government. 

Disadvantages 


There  are  several  reasons  why  countries  would  prefer  to  arrange  sales  on 
a  cash  basis  instead  of  barter.  These  reasons  are  largely  related  to 
inefficiencies  in  formulating  barter  contracts  and  include; 

Double-coincidence  of  wants — Sellers  interested  in  a  barter  arrangement 
must  find  a  buyer  that  has  a  commodity  for  which  the  seller  is  willing  to 
trade.  Moreover  the  buyer  and  seller  must  agree  on  the  quantity  of  one 
commodity  that  is  equal  in  value  to  a.  quantity  of  the  other  either  using 
the  market  to  set  the  price  or  some  other  institution  (usually  a 
state-trading  organization). 

Government  involvement — Many  negotiated  barter  agreements  are  on  a 
government-to-government  basis.  Countries  in  the  European  Economic 
Community,  the  United  States,  and  many  non  EEC  European  countries 
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do  not  have  marketing  boards  or  state  trading  organizations  to  handle 
export  sales*  Governments  in  these  countries  are  often  unwilling  or 
unable  to  overcome  resistence  on  the  part  of  individuals  to  have  their 
markets  government-controlled. 

Timely  negotiations— Barter  takes  a  great  deal  of  negotiation  to  work 
out;  much  more  than  an  ordinary  commercial  sale  where  a  commodity  is 
valued  at  an  international  market  price  and  is  purchased  by  anyone  that 
has  the  currency  to  pay  for  it.  Barter  negotiations  involve  agreement  on 
prices  as  well  as  quantities  (values)  to  be  traded.  Although  many 
agreements  provide  for  sales  at  world  market  prices,  negotiated  prices  in 
some  agreements  provide  for  discounts  or  premiums  over  equivalent  world 
prices.  For  instance,  an  oil-exporting  country  could  decide  to  barter 
petroleum  for  feedgrains  at  a  value  less  than  OPEC  set  prices  thereby 
increasing  the  exchange  value  of  the  feedgrain  compared  to  world  market 
prices.  Since  world  prices  change  rapidly,  lengthy  barter  negotiations 
could  cause  a  loss  or  gain  to  one  of  the  bartering  parties.  This  would 
result  in  a  windfall  gain  or  loss  to  one  of  the  partners. 

Assessing  quality — All  trade  specifies  the  exact  quality  of  the  commodity 
to  be  delivered.  Each  commodity  has  different  quality  standards  that  are 
valued  at  different  world  prices  and  since  the  barter  arrangement 
involves  a  two-way  exchange,  it  is  more  complicated  than  a  normal  sales 
agreement  to  guarantee  the  delivery  of  the  quality  agreed  upon  in  the 
negotiations.  Refusal  to  accept  the  deliver  2d  commodity  means  the 
counter-loss  of  a  market  for  the  other  country.  Therefore  the  simple 
exercise  of  refusal  to  pay  as  in  a  commercial  agreement  becomes  more 
complicated  in  a  barter  arrangement. 

Tied  Sales — For  one  reason  or  another,  barter  may  be  more  useful  to  one 
side  of  the  exchange  than  to  the  other.  For  example,  in  the  past  year 
Venezuela  decided  that  in  exchange  for  guaranteed  supplies  of  oil,  its 
customers  should  provide  technical  assistance  for  development  projects, 
preferential  access  for  Venezuelan  goods,  or  even  obligations  to  buy 
Venezuelan  industrial  goods  (13).  Eastern  European  countries  often 
demand  obligations  from  their  commercial  trading  partners  to  receive 
payment  in  goods.  When  these  arrangements  are  made  at  the  insistence  of 
one  trading  partner,  the  goods  received  in  payment  may  not  be  easily  used 
or  sold,  but  the  guarantee  of  additional  markets  provides  the  incentive 
for  the  commerical  trading  firm  to  pursue  the  agreement. 

Another  aspect  of  these  tied  sales  is  that  the  recipient  may  not  have  the 
proper  marketing  channels  for  the  products  (•■hereupon  it  can  be  sold  to  a 
switch  house  at  a  large  discounted  price)  or  the  product  may  compete  in 
the  initial  seller's  markets  thereby  replacing  other  valuable  markets. 
Another  problem  that  could  arise  is  that  normal  trade  purchasing  patterns 
are  broken  because  the  exporter  suddenly  receives  material  normally 
purchased  from  other  suppliers.  Barter  can  therefore  change  normal 
buying  routines  and  the  benefits  of  the  barter  arrangement  cease  to  be 
equal  between  trading  partners.  Third-country  trading  partners  can  also 
be  affected  to  the  extent  the  barter  exchange  disrupts  customer  trade 
flows . 
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Bureaucratic  rivalries.  In  most  governments,  bureaucracies  are 
responsible  for  various  sectors  of  policy  and  activity.  There  is  a 
rivalry  among  them.  The  ministry  of  food  and  agriculture  does  not 
necessarily  work  closely  with  the  ministry  responsible  for  energy  or 
petroleum  supplies.  Therefore  negotiations  within  governments  for  barter 
agreements  may  be  as  elaborate  as  those  between  countries.  Few 
ministries  are  willing  to  release  control  over  supplies  of  one  commodity 
in  order  to  allow  another  ministry  to  receive  a  good  that  might  unduly 
enhance  the  others  power,  budget,  status,  or  responsibility. 

Samples  of  Barter  Agreements  - 

As  discussed  previously,  there  are  several  reasons  countries  perceive 
barter  exchange  agreements  to  be  advantageous  for  trade.  Tables  1  to  4 
provide  examples  of  48  barter  trade  agreements  negotiated  by  developing 
and  centrally-planned  countries — most  since  1976.  This  sample  of 
agreements  illustrates  many  of  the  motives  behind  barter  exchanges;  only 
those  agreements  that  involve  trade  in  agricultural  products  are 
described.  The  longest  running  agreement,  between  the  Peoples  Republic 
of  China  (PRC)  and  Sri  Lanka,  exchanges  rice  for  rubber  and  dates 
continuously  from  1952.  This  sample  of  agreements  largely  involves 
developing  and  centrally-planned  countries. 

Most  agreements  specify  quantities  or  values  for  trade  during  one  year 
because  neither  party  wants  to  be  locked  into  long-term  commitments  that 
hold  them  to  quantities  or  values  that  do  not  fluctuate  with  world  market 
prices.  Multi-year  agreements  involving  the  PRC,  the  USSR,  and  other 
countries  correspond  to  five-year  planning  periods  of  the  countries 
involved.  Most  long-term  agreements,  however,  commit  trade  values; 
prices  are  usually  settled  using  the  market  or  are  negotiated  prior  to 
the  actual  exchange. 

The  largest  number  of  barter  agreements  in  this  sample  contain  provisions 
for  bartering  petroleum  (table  1)  and  rice.  Petroleum  is  an  important 
barter  commodity  because  exportable  supplies  are  held  by  the  USSR,  which 
makes  extensive  use  of  various  types  of  barter  agreements  to  save  hard 
currency,  and  many  developing  countries  have  shown  increased  interest  in 
bartering  for  petroleum  since  1973.  Rice  and  petroleum  are  bartered  by 
the  PRC,  another  centrally-planned  country  that  makes  extensive  use  of 
barter  agreements,  to  save  hard  currency  (table  2).  Other  products 
bartered  in  Tables  1-4  include  grains,  soybeans,  tropical  products, 
fishmeal,  cotton,  tin,  minerals,  machinery  and  equipment.  It  must  be 
emphasized  that  barter  agreements  for  agricultural  products  constitute  a 
very  small  part  of  world  agricultural  trade.  No  attempt  was  made  to 
estimate  the  percent  of  barter  In  total  agricultural  trade  because  of 
difficulties  in  obtaining  comprehensive  information  on  all  such 
agreements  and  actual  annual  trade  flows. 

The  number  of  barter  agreements  involving  petroleum  exchanges  increased 
after  the  petroleum  price  hikes  in  1974  and  before  the  1979  price  hike, 
although  this  is  not  explicitly  shown  in  tables  1  to  4  (16).  Increased 
demand  for  barter  agreements  involving  petroleum  support  two  of  the 
advantages  of  barter  agreements  cited  in  the  previous  section:  declining 
terms  of  trade  and  access  to  supplies  of  basic  commodities.  Commodities 


Table  1 — Barter  Exchanges  of  Agricultural  Commodities  and  Oil 
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Table  1 — Agricultural  Commodities  and  Oil  (Continued) 
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Table  1 — Agricultural  Commodities  and  Oil  (Continued) 
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bartered  by  developing  countries  for  petroleum  include  agricultural 
commodities  and  minerals  whose  terms  of  trade  or  purchasing  power 
declined  relative  to  petroleum  in  the  1970-78  period  (14) . 

In  this  context,  it  is  interesting  to  note  that  several  of  the  barter 
agreements  negotiated  among  developing  countries  and  the  USSR  include 
machinery  products  which  also  increased  in  value  vis-a-vis  commodity 
exports  during  the  1960-78  period  (tables  3  and  4).  Most  notable  among 
these  agreements  is  the  extensive  use  of  barter  agreements  by  Bangladesh 
to  exchange  for  manufactured  items,  jute  and  jute  textiles,  commodities 
which,  along  with  rubber  and  tea,  experienced  the  greatest  decline  in 
purchasing  power  vis-a-vis  manufactures  and  other  commodity  exports 
(table  4)  (14). 

The  terms  of  trade  argument  for  barter  also  illustrates  one  of  the 
motives  behind  the  longstanding  PRC-Sri  Lanka  rice-f or-rubber  agreement 
wherein  Sri  Lanka  has  traditionally  received  premium  prices  for  rubber 
exports  and  paid  less  than  market  prices  for  rice.  The  real  price  of 
rice  in  terms  of  rubber  also  increased  during  the  1960-78  period. 

Barter  agreements  to  market  exportable  surpluses  are  illustrated  by 
Argentina's  197.6  agreements  to  barter  wheat  with  Peru  and  Venezuela 
(table  2).  Barter  agreements  in  that  year  were  the  result  of  Argentina’s 
aggressive  marketing  policy  to  export  bumper  supplies  of  wheat.  More 
recently,  Thailand  has  negotiated  a  number  of  barter  agreements  to 
exchange  corn  for  fertilizer  (table  2).  These  agreements  are  the  result 
of  Thailand's  current  exportable  surpluses  of  corn  and  involve  prices  for 
corn  and  fertilizer  that  are  lower  than  equivalent  world  market  levels. 

A  number  of  barter  agreements  negotiated  by  Peru  in  1976  were  the  result 
of  acute  foreign  exchange  shortages  experienced  in  that  year.  Barter 
agreements  saved  foreign  exchange  to  the  extent  that  Peru  received  more 
favorable  prices  through  barter  exchanges  than  could  be  obtained  through 
cash  sales. 

Concern  for  assuring  access  to  energy  supplies  through  barter  is 
illustrated  by  petroleum  agreements  as  well  as  Brazil's  agreement  with 
the  Democratic  Republic  of  Germany  to  exchange  soybeans  for  coal  and 
potash  (table  3).  In  addition,  a  recent  agreement  negotiated  by 
Indonesia  and  the  Philippines  involves  price  cuts  on  rice  exports  from 
the  Philippines  in  exchange  for  priority  in  allocation  of  Indonesia's 
exportable  petroleum  supplies  (table  1). 

A  final  interesting  example  to  note  is  the  recent  barter  agreement 
between  Zimbabwe  and  Zambia  in  which  Zambia  plans  to  export  cottonseed  to 
Zimbabwe  for  crushing  (table  3).  The  oil  will  be  sent  back  to  Zambia  and 
Zimbabwe  will  keep  the  cottonmeal  in  payment  for  processing.  This 
arrangement  is  a  one-time  transaction  while  Zambia  awaits  installment  of 
enlarged  crushing  facilities  and,  due  to  the  proximity  of  the  countries 
and  problems  of  foreign  exchange  convertibility,  may  be  more  efficient 
than  a  cash  exchange. 

Samples  of  agreements  which  were  never  formalized  and  problems  behind  the 
negotiations  are  shown  in  table  5.  Negotiation  problems  include  failure 
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to  agree  on  prices  and  lack  of  confidence  in  available  supplies.  Table  6 
provides  some  negotiations  in  progress  by  Thailand,  the  USSR,  South 
Korea,  Iran,  South  Africa,  and  Romania  to  exchange  petroleum  and 
fertilizer  for  grains  and  foodstuffs.  With  recent  prices  of  petroleum 
declining,  it  will  be  interesting  to  see  if  more  petroleum-exporting 
countries  enter  into  barter  agreements  to  undercut  OPEC  agreed  prices  and 
to  increase  market  shares  in  specific  countries. 

In  summary,  both  developing  and  centrally-planned  countries  currently  use 
different  types  of  barter  arrangements  in  international  trade  for  a 
variety  of  reasons.  Such  arrangements  are  perceived  to  be  useful  during 
times  of  foreign  exchange  shortages  or  when  there  is  a  lack  of  foreign 
exchange  convertibility.  Countries  also  use  barter  as  a  marketing  tool 
to  export  surplus  commodities  and  to  segment  the  demand  for  their 
products.  Many  long-term  arrangements  between  centrally-planned  and 
developing  countries  are  also  motivated  by  concern  for  strengthening 
political  ties. 


Table  6 — Barter  Agreements  rith  Negotiations  in  Prog 
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PART  II 

U.S.  Barter  Program 

The  first  effective  barter  program  in  the  United  States  was  established 
with  the  Commodity  Credit  Corporation  Charter  Act  of  1949  and  Section  303 
of  the  Agricultural  Trade  Development  and  Assistance  Act  of  1954  (Public 
Law  480).  This  legislation  gave  the  Secretary  of  Agriculture  legal 
authority  to  reduce  inventories  of  surplus  agricultural  commodities  owned 
by  the  Commodity  Credit  Corporation  (CCC)  through  barter  agreements  to 
obtain  strategic  and  critical  materials  for  a  national  emergency 
stockpile  or  to  obtain  f oreign-produced  supplies  and  services  for  U.S.- 
agencies  operating  abroad.  The  strategic  stockpile  is  currently 
maintained  by  the  General  Services  Administration  (GSA) .  The  Federal 
Emergency  Management  Agency  (FEMA)  (formerly  the  Defense  Civil 
Preparedness  Agency)  performs  the  policy  analysis  for  stockpile 
management  decisions  for  the  President.  The  purpose  of  such  a  stockpile 
is  to  preclude  dependence  upon  foreign  sources  for  strategic  materials  in 
times  of  national  emergency  (23) .  FEMA  has  authority  to  acquire 
strategic  materials  through  the  Strategic  and  Critical  Material 
Stockpiling  Revision  Act  of  1979. 

The  U.S.  Barter  Program,  as  operated  under  Public  Law  480  (P.L.-480)  from 
1954  to  1962,  was  primarily  used  to  exchange  CCC-owned  agricultural 
commodities  for  strategic  materials.  Starting  in  1963,  P.L.-480  barters 
for  strategic  materials  were  curtailed  and  the  U.S.  Barter  Program  was 
used  primarily  to  procure  f oreign-produced  supplies  and  services  used  in 
construction  projects  for  the  Department  of  Defense  and  in  projects  of 
the  Agency  for  International  Development  under  the  authority  of  the  CCC 
Charter  Act.  The  Barter  Program  was  suspended  in  1973  when  CCC  stocks 
were  largely  depleted  and  the  supply  of  private  stocks  no  longer 
justified  the  need  for  a  barter  program  (28) .  A  second  kind  of 
legislative  authority,  written  into  the  Foreign  Assistance  Act  of  1974, 
gives  the  President  power  Co  barter  foreign  assistance  and  services  for 
strategic  materials.  No  President  has  used  this  power.  The  operation  of 
the  U.S.  Barter  Program  from  1950  to  1973  is  described  below. 

Barter  Logistics 

Contracts  for  barter  were  signed  between  the  CCC  and  private  U.S.  firms 
rather  than  witn  foreign  countries.  During  the  first  phase  of  the 
program,  the  Office  of  Barter  (OB)  of  the  U.S.  Department  of  Agriculture 
advertised  and  invited  private  U.S.  firms  to  submit  offers  to  export 
agricultural  products  held  by  the  CCC  and  to  import  specific  strategic 
materials  (31,35).  Exporters  sold  agricultural  commodities  released  to 
them  by  the- CCC- at  world  market  prices  and  imported  strategic  materials 
with  the  proceeds.  Specialists  at  GSA  and  other  representatives  of 
government  agencies  reviewed  the  bids  with  respect  to  specifications  and 
prices  of  strategic  materials  and  then  negotiated  contracts  ( 19 ) . 

Contractors  would  import  the  strategic  materials  to  U.S.  ports  where  GSA 
would  take  title  and  transfer  them  to  the  stockpile  locations.  In 
return,  contractors  would  receive  a  specified  quantity  of  agricultural 
commodities  from  CCC  inventories  and  ship  them  abroad  to  countries  in 
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accordance  with  their  contracts.  The  value  of  the  commodities  turned 
over  to  the  contractors  for  resale  abroad  was  usually  slightly  more  than 
the  value  of  the  strategic ‘mat erials .  This  additional  amount  compensated 
the  contractor  for  incurring  special  financing  costs  and  for  assuming 
risk  in  exporting  commodities  to  USDA-restricted  destinations  (17) . 

The  entire  barter  process  from  start  to  finish  could  take  3  months  to  3 
years.  Most  contracts  for  strategic  materials  ran  from  1  to  3  years  and 
were  valued  at  between  $1  and  $5  million  (1 ,2 ,24,25) .  In  due  course,  CCC 
was  reimbursed  either  by  the  government  agency  receiving  the  materials  or 
by  Congress  for  the  cost  of  the  agricultural  commodities.  The  CCC  and 
the  OB  bore  the  administrative  costs  of  the  program. 

Barter  contracts  were  negotiated  only  with  those  countries  where  it  was 
determined  the  risk  of  regular  U.S.  commercial  sales  displacement  was 
minimum.  Each  country  was  assigned  a  category  depending  on  the  trend  of 
their  imports  of  agricultural  commodities.  These  categories  were 
periodically  reviewed  according  to  a  country’s  financial  position, 
history  of  cash  U.S.  imports,  and  projected  future  U.S.  imports.  Only 
certain  countries  were  designated  "B” —  the  category  which  meant  "no 
barter  export  restrictions.”  These  countries  had  poor  balance-of- 
payments  positions  and  had  neither  been  nor  were  they  expected  to  become 
a  substantial  cash  market  for  any  of  the  commodities  bartered. 

In  addition,  barter  contracts  required  that  (1)  proof  of  export  to  and 
import  into  the  designated  countries  be  submitted  by  the  contractor;  (2) 
barter  commodities  could  not  be  reexported;  (3)  financial  coverage  in 
cash  or  letters  of  credit  be  provided  if  agricultural  commodities  were 
acquired  before  materials  were  delivered;  (4)  materials  delivered  meet 
prescribed  specifications;  and  (5)  where  ocean  transport  was  necessary 
for  delivery  of  materials,  at  least  50  percent  be  shipped  on  privately 
owned  U.S.  flag  vessels,  if  they  were  available  at  fair  and  reasonable 
rates  (cargo  preference  provision)  (32 ) . 

Until  1962,  most  barters  were  confined  to  exchanges  of  CCC-owned 
commodities  for  strategic  materials.  By  1962,  changes  in  planning  for 
wartime  needs  had  reduced  stockpile  goals  and,  in  many  cases,  inventories 
exceeded  minimum  requirements.  Also,  CCC  inventories  had  been  greatly 
reduced.  Starting  in  1963,  more  emphasis  was  placed  on  barter  to  procure 
f oreign-produced  supplies  and  services  for  overseas  military 
installations  and  for  projects  of  AID  than  to  procure  strategic  materials 
(1,2,19,30,32).  Barter  agreements  during  this  time  period  increasingly 
relied  upon  authority  in  the  CCC  Charter  Act  which  allowed  barter 
contractors  to  export  private  stock  commodities  (17).  Table  7  shows  the 
shift  in  barter  procurements  after  1963.  (Appendix  2  gives  some  detail 
on  various  barter  contracts). 

Barter  logistics  under  this  revised  "offshore”  program  were  similiar  to 
those  described  above.  The  Department  of  Agriculture  invited  barter 
offers  from  private  firms  to  supply  f oreign-produced  goods  or  services 
overseas  at  the  request  of  government  agencies.  Depending  upon  the  type 
of  agreement,  the  contractor  would  use  the  funds  generated  by  the  sale  of 
commodities  abroad  to  purchase  supplies  and  ship  them  overseas  or  the 
contractor  would  transfer  the  funds  directly  to  an  overseas 
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installation.  If  private  stocks  were  used  to  generate  these  funds,  the 
CCC  paid  an  exchange  value  or  a  "commission”  to  the  contractor. 

Assessment  of  the  Barter  Program  under  Public  Law  480  and  the  CCC 

Charter  Act 


In  the  first  decade,  the  intention  of  the  barter  program  was  to  export 
surplus  agricultural  commodities  in  ard-er  to  avoid  depression  of  U.S. 
producer  prices  through  their  release  into  domestic  markets.  As 
mentioned  previously,  the  barter  program  shifted  emphasis  in  1963  to 
offset  part  of  the  dollar  drain  caused  by  U.S.  Government  Agencies’ 
spending  abroad.  Barter  was  increasingly  conducted  after  that  date  under 
the  CCC  Charter  Act  which  permitted  barter  of  privately-held  stocks  of 
commodities . 

The  value  of  agricultural  commodities  exported  through  barter  contracts 
authorized  under  Public  Law  480  and  the  CCC  Charter  Act  from  1950  to 
1975,  based  on  export  market  value,  was  approximately  $6.65  billion.  One 
billion  eight-four  million  of  agricultural  commodities  were  exchanged  for 
strategic  materials  and  $4.81  billion  for  offshore  procurement  of 
supplies  and  services.  Data  in  table  7  illustrate  the  change  in  the 
program  in  1963  when  barter  contracts  were  increasingly  used  for  offshore 
procurement.  The  last  barter  contract  for  strategic  materials  was 
negotiated  in  1967  when  Australian  rutile  was  exchanged  for  cotton  and 
other  commodities  (36) .  The  program  was  suspended  on  June  30,  1973 
although  exchanges  of  committed  materials  continued  until  1975. 

Detailed  information  on  countries  and  commodities  is  available  for  barter 
contracts  authorized  under  P.L.  480  and  is  provided  in  tables  8-12.  The 
total  value  of  agricultural  commodities  exported  from  July  1954  to  June 
1975  through  barter  contracts  under  this  authority  was  approximately 
$1.73  billion.  The  bulk  of  these  contracts  were  negotiated  prior  to  1963 
and  receipts  were  largely  confined  to  strategic  materials.  Wheat,  corn 
and  other  feedgrains,  tobacco,  nonfat  dry  milk,  butter,  and  cotton  were 
the  major  commodities  exported  from  CCC  stocks  (table  8). 

A  total  of  123  different  countries  received  agricultural  commodity 
exports  from  the  United  States  under  barter  contracts  authorized  by 
Public  Law  480.  The  bulk  of  the  agricultural  exports  under  early  P.L. 

480  barter  arrangements  went  to  the  European  countries  and  Japan  -  72 
percent.  The  Near  East  and  South  Asia  received  11  percent;  Latin  America 
10  percent;  and  Africa  3  percent  (table  9).  The  regional  distribution  of 
barter  exports  under  both  P.L.  480  and,  later,  the  CCC  Charter  Act, 
gradually  changed.  By  1968,  developing  countries  were  receiving  76 
percent  of  agricultural  exports  under  barter  programs  and  they  received 
61  percent  during  the  1969-75  period  (table  10).  Developing  countries 
such  as  the  Republic  of  Korea,  Taiwan,  Malaysia,  the  Philippines,  and 
Hong  Kong  became  major  markets  for  agricultural  exports  during  the 
1963-75  period  when  barter  was  used  for  offshore  procurement  of  supplies 
and  services. 

Receipts  of  strategic  materials,  supplies,  and  services  under  the  P.L. 

480  Barter  Program  totaled  $1.68  billion.  Approximately  27  percent  of 
barter 


Table  7 — CCC  Barter  Program-  :  Value  of  Agricultural  Commodities  Exported 
under  Strategic  Materi  il  and  Offshore  Contracts,  1950-1975 


Fiscal  Year 

Strategic 

Contracts 

:  Offshore 

:  Contracts 

:  Total 

:  Program 

:  Exports 

(000$) 

(000$) 

(000$) 

1950 

;  7,782 

— 

7,782 

1951 

8,524 

— 

8,524 

1952 

42,818 

— 

42,818 

1953 

14,113 

— 

14,113 

1954 

34,398 

— 

34,398 

1955 

124,605 

— 

124,605 

1956 

298,387 

— 

298,387 

1957 

400,486 

— 

400,486 

1958 

99,830 

- - 

99,830 

1959 

132,255 

— 

132,255 

1960 

149,190 

— 

149,190 

1961 

143,951 

— 

143,951 

1962 

198,369 

— 

198,369 

1963 

47,447 

12,641 

60,088 

1964 

43,458 

68,715 

112,173 

1965 

31,926 

98,222 

130,148 

1966 

32,074 

196,745 

228,819 

1967 

22,477 

273,170 

295,647 

1968 

6,339 

295,948 

302,287 

1969 

1,405 

267,788 

269,193 

19  70 

— 

467,836 

467,836 

1971 

— 

870,050 

870,050 

1972 

— 

875,894 

875,894 

1973 

— 

1,088,291 

1,088,291 

1974 

— 

293,758 

293,758 

19  75 

— 

4,692 

4,692 

Total 

1,839,834 

4,813,750 

6,653,584 

-  Indicates  no  contracts. 

1/  Program  suspended  6-30-73.  Activity  after  that  date  reflected  phasing 
out  of  open  contracts. 

Source:  FAS/GSM/ED/PDD(P.&E) ,  January  28,  1982. 
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Table  9 — U.S.  Agricultural  Exports  Under  Public  Law  480  Barter  Contracts 

by  Region  and  Major  Country,  1954-1975 
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imports  were  from  Africa,  21  percent  from  Latin  America,  19  percent  from 
Europe,  14  percent  from  the  Near  East  and  South  Asia;  and  10  percent  from 
the  Far  East  and  Pacific,  and  9  percent  from  North  America  (table  11). 
Dollar  values  for  imports  of  materials,  supplies,  and  services  and 
exports  of  agricultural  products  are  not  equal  by  country  because 
transactions  were  not  required  to  be  exclusively  bilateral  until  1968. 
Therefore,  barter  contracts  to  deliver  strategic  materials,  supplies,  or 
services  could  be  negotiated  with  one  country  and  agricultural  exports 
could  be  delivered  to  another  country  until  that  date  (32). 

Table  11  lists  the  major  countries  under  which  barter  contracts  for 
strategic  materials,  supplies,  and  services  were  rendered  from  1954  to 
1975.  The  South  African  Republic  leads  in  percentage  of  barter  contracts 
at  14  percent.  Canada,  India,  Jamaica,  and  Turkey  follow.  These 
countries  are  of  interest  because  they  indicate  the  range  of  countries 
that  could  supply  the  United  States  with  strategic  materials  in  the  event 
of  a  new  barter  program.  The  United  States  was  provided  with  a  variety 
of  strategic  materials  described  in  table  12. 

The  P.L.  480  Barter  Program  was  a  secondary  method  for  moving 
agricultural  commodities  into  world  markets  in  return  for  strategic 
materials  and  other  supplies.  The  prices  for  agricultural  commodities 
and  materials  were  relatively  low  in  the  world  market  during  this 
period.  At  the  same  time,  there  were  several  benefits  from  the  program; 

— To  the  extent  that  these  bartered  materials  were  additional  sales, 
that  is,  they  did  not  replace  commercial  sales,  barter  fostered  the 
development  of  new  markets  in  some  countries. 

— The  program  provided  foreign  countries  with  a  method  of  receiving 
needed  commodities  in  exchange  for  materials  and  other  items  which 
could  not  be  sold  on  world  markets  to  generate  foreign  exchange. 
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Table  10.— U.S.  BARTER  EXPORTS  BY  DESTINATION 


Destination 

July  1954- 
June  1957 

:•  July  1957- 

;  December  1962 

• 

• 

January  1963- 
June  1968 

July  1969- 
June  1975 

Dollars 
(000 ' s ) 

Dollars 
(000' s) 

Dollars 

(000's) 

Dollars 
(000  ’s) 

Western  Europe 
and  Japan 

753,282 

430,046 

V  257,845 

1,510,050  ' 

Others 

70,197 

321,631 

838,518 

2,359,674 

Total 

823,479 

751,677 

1,096,363 

3,869,724 

1/  65  percent  represents  exports  of  commodities,  particularly  tobacco, 
approved  after  USDA  determination  that  barter  exports  would  be  addtional 
to  U.S.  commercial  sales. 

Source:  17  and  unpublished  data  FAS/GSH/ED/PDD. 


Tuble  ll--Vnluc  of  Materlala,  E<|ii  Ipment  ,  and  Services  Received  Under 
Public  I.aw  ABO  Barter  Contracts  by  Region  and  Major  Country,  195A-1975 
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Other  legislative  Mandates  to  Barter 


Recent  articles  in  newspapers  reflect  a  growing  interest  in  several 
aspects  of  barter.  The  number  of  counter-trade  arrangements  between 
private  U.S.  businesses  and  centrally-planned  countries  has  led  some 
industry  analysts  to  predict  that  barter  arrangements  will  account  for  20 
percent  of  world  commerce  in  the  1980 's  (6).  Other  reports  emphasize  the 
scarcity  of  strategic  materials  and  concern  for  an  escalation  of  a 
"resource  war"  with  Soviet-influenced  developing  countries.  The  latter 
concern  has  been  present  in  the  U.S.  Congress  (7 ,10,13 ,15) . 

Representative  Clarence  Miller  (R-OH)  introduced  a  "barter  clause"  in  an 
amendment  to  the  Foreign  Assistance  Act  of  1974  that  provides  the 
President  with  authority  at  his  discretion  to  barter  foreign  aid  for  raw 
materials  in  times  of  short  supply.  This  amendment  is  in  addition  to  the 
barter  authority  under  Public  Law  480  and  the  CCC  Charter  Act.  Many 
countries  currently  receiving  foreign  assistance  through  P.L.  480 
programs  or  other  assistance  programs  would  be  involved  because  they 
could  supply  part  of  the  materials  needed  in  the  U.S.  strategic  stockpile 

(11 ,20 , 22 ,29_,  32_)  • 

Opponents  claim  that  it  would  be  unlikely  that  circumstances  would  arise 
where  a  "barter"  approach  to  concessional  economic  assistance  would  serve 
U.S.  interests  (9).  A  program  to  barter  concessional  economic  assistance 
for  strategic  materials  would  not  necessarily  guarantee  advanced 
assurances  of  supply  of  strategic  materials  for  the  U.S.  because  the 
value  of  materials  required  to  fulfill  strategic  stockpile  goals  is  much 
greater  than  the  amount  of  U.S.  foreign  assistance  to  any  specific 
developing  country  that  provides  strategic  materials  (19).  Moreover,  a 
new  office  would  be  needed,  thus  increasing  bureaucracy  in  trade,  and  add 
administrative  costs  to  the  aid  program. 

Subsection  C  of  the  Strategic  and  Critical  Materials  Stockpiling  Act  of 
July  30,  1979,  (P.L.  96-41)  gives  the  President  a  mandate  to  "encourage 
the  use  of  the  barter."  No  President  has  ever  activated  a  barter  program 
under  this  legislation. 
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Potential  Trading,  Partners  for  a  U.S.  Barter  Program 

The  Federal.  Emergency  Management  Agency  (FEMA)  announced  a  revised  list 
of  strategic  materials  for  the  National  Defense  Stockpile  Inventory  on 
May  2,  1980.  This  list,  which  contains  61  family  groups  and  individual 
materials,  is  used  to  determine  potential  barter  partners  if  a  barter 
program  to  exchange  agricultural  commodities  for  strategic  materials  were 
reactivated  (see  appendix  3,  table  1  for  the  list  of  materials).  U.S. 
stockpile  goals  and  present  inventory  levels  for  selected  strategic 
materials  are  shown  in  table  15. 

One  method  of  selecting  potential  barter  partners  for  the  United  States 
is  to  examine  countries  that  import  quantities  of  commodities  currently 
held  in  CCC  uncommitted  stocks  and  that  export  strategic  materials  which 
are  in  deficit  in  the  strategic  stockpile.  These  countries  are  also 
shown  in  table  15.  It  is  assumed  that  agricultural  commodities  could  be 
used  as  the  entire  payment  for  strategic  materials  or  as  partial  payment 
with  the  remainder  in  cash.  Therefore,  agricultural  commodity  import 
quantities  are  not  matched  with  U.S.  strategic  material  requirements. 
Other  agricultural  commodities  that  could  be  used  in  barter  arrangements, 
but  are.  not  currently  held  in  CCC  stocks,  are  provided  in  appendix  3, 
table  2. 

Commodities  currently  held  in  CCC  uncommitted  inventories  include  nonfat 
dry  milk,  cheese,  butter,  wheat,  corn,  upland  cotton,  extra  long  staple 
cotton,  grain  sorghum,  barley,  r^e,  sugar  beets,  and  honey.  Among 
potential  partners,  Jamaica,  Brazil,  Thailand,  Peru,  USSR,  PRC, 
Philippines,  Venezuela,  Turkey,  and  Indonesia  have  current  barter 
agreements  that  exchange  various  materials  and  supplies  for  food  or  have 
entered  into  such  agreements  in  the  recent  past.  These  countries  could 
supply  a  variety  of  strategic  materials  including  columbium  concentrates, 
bauxite,  copper,  fluorspar,  lead,  manganese,  rubber,  zinc,  platinum, 
tantalum,  and  antimony.  Brazil,  Jamaica,  Mexico,  Canada,  Japan, 
Australia,  Turkey,  South  African  Republic,  and  the  United  Kingdom  were 
also  important  suppliers  of  strategic  materials  under  the  past  U.S. 

Barter  Program. 

In  addition  to  being  suppliers  of  strategic  materials  three  countries, 
Brazil,  Thailand,  and  Peru,  have  incurred  significant  trade  deficits  in 
recent  years.  These  countries  could  have  possible  interest  in  barter 
agreements  since  lack  of  foreign  exchange  earnings  has  been  a  key  factor 
behind  barter  agreements  in  the  past.  The  three  countries  are  important 
export  markets  for  U.S.  dairy  products,  cotton,  and  other  commodities 
held  in  CCC  stocks.  Recent  sharp  declines  in  the  price  of  copper  and 
other  minerals  exported  by  Peru  could  result  in  renewed  interest  in 
barter  agreements  for  grains  and  dairy  products  similar  to  the  period  in 
1976  when  Peru  previously  bartered.  Indonesia  also  recently  announced  a 
policy  to  require-  foreign  companies  based  in  Indonesia  and  awarded 
government  contracts,  to  export  surplus  goods  specified  by  the 
government.  One  such  surplus  commodity  is  rubber  which  is  in  deficit  in 
the  U.S.  strategic  stockpile. 
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Any  barter  program  of  the  United  States  will  have  to  operate  under  the 
rules  for  release  of  CCC-held  stocks  in  the  Agriculture  and  Food  Act  of 
1981.  The  CCC' cannot  sell  stocks  of  wheat  or  feed  grains  at  less  than 
110  percent  of  the  release  level  from  the  farmer-owned  reserve.  The  CCC 
minimum  sales  price  for  cotton  cannot  be  less  than  115  percent  of  the 
loan  rate.  These  provisions  for  CCC  release  of  commodities  could 
potentially  affect  the  types  of  commodities  bartered  and  the  countries 
interested  in  barter  when. release  prices  exceed  world  market  levels. 

Dairy  products  as  well  as  rice,  grain  sorghum,  barley,  rye,  and  honey, 
can  be  exported  at  not  less  than  prevailing  world  market  prices.  The  law 
states  clearly  that  bartered  agricultural  commodities  may  not  disrupt 
world  market  prices. 

In  addition,  barter  arrangements  cannot  replace  cash  sales  or  interfere 
with  long  term  commercial  markets.  Reactivation  of  a  barter  program 
would  also  involve  specification  of  procedures  for  repayment  of 
commodities  released  from  CCC  stocks  and  would  entail  additional 
administrative  costs  to  manage  the  program. 
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Summary  and  Conclusions 


This  paper  has  presented  a  discussion  of  barter  issues  and  U.S. 
agricultural  trade.  Barter  agreements  for  both  nonagricultural  and 
agricultural  commodities  are  currently  used  in  trade  among  developing  and 
centrally-planned  countries  for  a  variety  of  reasons.  These  reasons 
include  lack  of  convertible  foreign  exchange,  export  of  surplus 
agricultural  commodities,  and  access  to  supplies.  Because  supplies  and 
prices  are  negotiated  in  such  agreements,  countries  often  perceive  their 
trade  interests  to  be  improved  through  barter.  It  must  be  emphasized 
that  barter  agreements  currently  account  for  a  very  small  part  of  total 
agricultural  trade. 

The  United  States  operated  a  barter  program  from  1950  to  1973  in  which 
agricultural  commodities  were  traded  for  strategic  materials, 
foreign-produced  supplies,  and  services.  Results  of  this  paper  indicate 
that,  if  there  is  renewed  interest  in  a  barter  program  to  exchange 
agricultural  commodities  for  strategic  materials,  several  developing 
countries  have  the  potential  to  be  barter  partners  with  the  United  States. 
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Appendix  1 

This  appendix  describes  the  four  basic  legislative  acts  which  permit  the 
United  States  to  barter. 

Legislative  Acts  Concerning  Barter 

Charter  of  Commodity  Credit  Corporation 

15  U.S.  714  b  (h) 

Section  301.  Notwithstanding  any  other  provision  of  law,  the  Commodity 
Credit  Corporation  is  authorized,  upon  terms  and  conditions  prescribed 
and  approved  by  the  , Secretary  of  Agriculture,  to  accept  strategic  and 
critical  materials  produced  abroad  in  exchange  for  agricultural 
commodities  acquired  by  the  Corporation. 

Strategic  and  critical  materials  acquired  by  the  Commodity  Credit 
Corporation  in  exchange  for  agricultural  commodities  shall,  to  the  extent 
approved  by  the  President,  be  transferred  to  the  Stock  Pile  provided  for 
in  the  Strategic  and  Critical  Materials  Stock  Piling  Act. 

Nothing  contained  herein  shall  limit  the  authority  of  the  Commodity 
Credit  Corporation  to  acquire,  hold,  or  dispose  of  such  quantity  of 
strategic  and  critical  materials  as  it  deems  advisable  in  carrying  out 
its  function  and  protecting  its  assets. 

P.L.  480 

Agricultural  Trade  Development  and  Assistance  Act  of  1954 


Section  310.  "The  Secretary  shall,  whenever  he  determines  that  such 
action  is  in  the  best  interest  of "the  United  States,  and  to  the  maximum 
extent  practicable,  barter  or  exchange  agricultural  commodities  owned  by 
the  Commodity  Credit  Corporation  for  (a)  such  strategic  or  other 
materials  of  which  the  United  States  does  not  domestically  produce  its 
requirements  and  which  entail  less  risk  of  loss  through  deterioration  or 
substantially  less  storage  charges  as  the  President  may  designate,  or  (b) 
materials,  goods  or  equipment  required  in  connection  with  foreign 
economic  and  military  aid  and  assistance  programs,  or  (c)  material  or 
equipment  required  in  substantial  quantities  for  offshore  construction 
programs.  He  is  hereby  directed  to  use  every  practicable  means,  in 
cooperation  with  other  Government  agencies,  to  arrange  and  make,  thiwigh 
private  channels,  such  barters  or  exchanges  or  to  utilize  the  authority 
conferred  on  him  by  Section  4(h)  of  the  Commodity  Credit  Corporaticr 
Charter  Act,  as  amended  in  15  USC  714  b  to  make  such  barters  or 
exchanges.  In  carrying  out  barters  or  exchanges  authorized  by  this 
section,  no  restrictions  shall  be  placed  on  the  countries  of  the  free 
world  into  which  surplus  agricultural  commodities  may  be  sold,  except  to 
the  extent  that  the  Secretary  shall  find  necessary  in  order  to  take 
reasonable  precautions  to  safeguard  usual  marketings  of  the  United  States 
and  to  assure  that  barters  or  exchanges  under  this  Act  will  not  unduly 
disrupt  world  prices  of  agricultural  commodities  or  replace  cash  sales 
for  dollars.  The  Secretary  may  permit  the  domestic  processing  of  raw 
materials  of  foreign  origin.  The  Secretary  shall  endeavor  to  cooperate 
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with  other  exporting  countries  in  preserving  normal  patterns  of 
commercial  trade  with  respect  to  commodities  covered  by  formal 
multilateral  international  marketing  agreements  to  which  the  United 
States  is  a  party.  Agencies  of  the  United  States  Government  procuring 
such  materials,  goods,  or  equipment  are  hereby  directed  to  cooperate  with 
the  Secretary  in  the  disposal  surplus  agricultural  commodities  by  means 
of  barter  or  exchange.  The  Secretary  is  also  directed  to  assist,  through 
such  means  as  are  available  to  him,  farmers'  cooperatives  in  effecting 
exchange  of  agricultural  commodities  in  their  possession  for  strategic 
materials.  Barter  or  exchange  of  agricultural  commodities  under  clause 
(a)  of  this  section  shall  be  limited  to  exchange  for  materials  which 
originate  in  the  country  to  which  the  surplus  agricultural  commodities 
are  exported  and  to  arrangements  which  will  prevent  resale  or 
transshipment  of  the  agricultural  commodities  to  other  countries.  (7  USC 
1692.) 


Foreign  Assistance  Act  of  1974 

Section  32.  Exchanges  of  Certain  Materials.  (a)  Notwithstanding  any 
other  provision  of  law,  whenever  the  President  determines  it  is  in  the 
United  States  national  interest,  he  shall  furnish  assistance  under  this 
act  or  shall  furnish  defense  articles  or  service  under  the  Foreign 
Military  Sales  Act  pursuant  to  an  agreement  with  the  recipient  of  such 
assistance,  articles,  or  services  which  provides  that  such  recipient  may 
only  obtain  such  assistance,  articles,  or  services  in  exchange  for  any 
necessary  or  strategic  raw  material  controlled  by  such  recipient.  For 
the  purposes  of  this  section,  the  term  necessary  or  strategic  raw 
material  includes  petroleum,  other  fossil  fuels,  metals,  minerals,  or  any 
other  natural  substance  with  the  President  determines  is  in  short  supply 
for  the  United  States.  (b)  The  President  shall  allocate  any  necessary  or 
strategic  raw  materials  transferred  to  the  United  States  under  this 
section  to  any  appropriate  agency  of  the  United  States  Government  for 
stockpiling,  sale,  transfer,  disposal,  or  any  other  purpose  authorized  by 
law.  (c)  Funds  received  from  any  disposal  of  materials  under  subsection 
(b)  shall  be  deposited  as  miscellaneous  receipts  in  the  United  States 
Treasury . 

Strategic  and  Critical  Materials  Stockpiling  Act  of  July  30,  1979 

Subsection  6(c)  (1)  of  P.L.  96-41 

The  President  shall  encourage  the  use  of  barter  in  the  acquisition  of 
strategic  and  critical  materials  for,  and  the  disposal  of  materials  from 
the  stockpile  when  acquisition  or  disposal  by  barter  is  authorized  by  law 
and  it  is  practical  and  in  the  best  interest  of  the  United  States. 

The  Senate  Armed  Services  Committee  explains  in  its  section-by-section 
analysis  of  the  bill  (Report  No.  96-201  of  June  6,  (1979)  that; 

Subsection  6  (c)  required  and  encourages  the  use  of  barter  as  a  means  of 
accomplishing  stockpile  transactions.  No  new  barter  authority  is 
created.  The  Commission  is  seeking  to  revitalize  the  barter  program 
which  has  in  the  past  resulted  in  the  acquisition  of  stockpile  materials 
in  trade  for  surplus  agricultural  commodities,  excess  defense  supplies, 
etc.,  in  accordance  with  other  provisions  of  law. 
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Appendix  2 

This  appendix  gives  detailed  inf orma tion  about  previous  barter  exchanges. 
Specific  Barter  Contracts  and  Payments  Agreements 

The  first  barter  transaction  began  on  March  10,  1950  when  the  CCC  cotton 
was  exchanged  for  chrome  ore  from  Turkey  (36).  By  June  1952,  CCC  barter 
arrangements  succeeded  in  acquiring  almost~$43  million  worth  of  strategic 
materials  for  the  national  stockpile  (26). 

As  CCC-held  surpluses  increased  the  Secretary  of  Agriculture  received 
authority  in  1956  to  increase  the  barter  program  to  expand  the  list  of 
agricultural  products  to  receive  something  of  value  in  exchange.  This 
new  stockpile — a  supplemental  stockpile — did  not  have  a  national  security 
value  in  a  military  sense  but  it  did  include  material  resources  that  were 
’’nonrenewable”  ( 2) . 

In  1961  and  1962  the  Executive  Stockpile  Committee  and  the  Foreign 
Agricultural  Service  looked  at  the  barter  program  to  date  and  made  some 
recommendations  that  would  shift  the  emphasis  of  the  program  for  the 
sixties.  Basically  barter  arrangements  were  helpful  in  disposing  of 
agricultural  surpluses. 

Multilateral  barter  arrangements  provided  U.S.  wheat  to  Egypt  while  the 
Congo  sent  diamonds  to  the  United  States.  Foreign  aid  and  military 
procurement  were  involved  when  Thailand  sent  cement  to  Vietnam  and  the 
U.S.  sent  wheat  to  the  Philippines  (17).  These  transactions  involved  the 
’’off-shore”  barter  program.  Multilateral  arrangements  existed  until  1968 
when  barter  was  limited  to  bilateral  arrangements. 

Barter  activity  slowed  in  the  late  1960's  until  the  final  barter  contract 
involving  strategic  materials  was  signed  in  1967  when  Australian  rutile 
was  exchanged  for  cotton  and  other  commodities  from  CCC  inventories.  The 
rutile  was  transferred  to  the  Supplemental  Stockpile  and  the  CCC  was 
reimbursed  by  Congressional  appropriation  (36). 

The  Department  of  Agriculture  also  used  barter  as  one  of  several  export 
promotion  programs.  The  cotton  and  tobacco  program  continued  through 
1973  with  tobacco  bartered  at  a  reduced  export  price  by  one-half  cent  to 
a  maximum  of  2  cents  per  pound.  Earlier  these  supports  made  U.S.  tobacco 
competitive  in  world  markets  but  on  July  1,  1973  the  U.S.  tobacco  price 
was  double  the  world  price  and  the  small  barter  incentives  did  not 
influence  sales  nor  justify  the  program  and  administrative  expenses. 

There  upon  the  U.S.  Department  of  Agriculture  announced  the  .suspension  of 
the  Public  Law  480  Barter  program  for  tobacco,  and  discontinued  the  CCC 
weekly  invitations  for  barter  offers  (27) . 

In  a  speech,  Francis  A.  Woodling,  Deputy  Assistant  Sales  Manager  of  the 
Office  of  General  Sales  Manager  in  the  Department  of  Agriculture,  before 
the  Subcommittee  on  Seapower  and  Strategic  and  Critical  Materials  of  the 
House  Committee  on  Armed  Services  in  May  1977,  discussed  the  USDA  Barter 
Program  for  strategic  materials  that  started  in  1953  and  was  suspended  in 
1973  (36).  He  made  an  important  point  that  the  CCC  did  not  enter  into 
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contracts  with  foreign  governments  but  with  U.S.  firms  to  deliver  to  CCC 
named  strategic  materials  meeting  stockpile  specifications  originating  in 
named  countries. 

Payment  Agreements  in  Barter  Arrangements 

There  are  a  variety  of  methods  of  payment  in  barter  arrangements.  Some 
have  the  payment  agreement  within  the  agreement;  others  are  outside  or 
parallel  to  the  commodity  agreement.  But  most  countries  set  up  bilateral 
clearing  accounts  in  central,  national,  or  commercial  banks  in  the 
contracting  countries  to  receive  all  current  payments  and  avoid  using 
precious  foreign  currencies.  Local  currencies  are  then  paid  into  these 
clearing  accounts.  It  has  been  said  that  in  order  to  adjust  the  parity 
of  the  clearing,  currencies  (international  currencies  such  as  Sterling  or 
U.S.  dollars  are  clearing  currencies)  when  the  market  value  changes,  a 
"gold  clause"  in  the  barter  agreement  indicates  the  mutually  agreed  gold 
value  of  the  clearing  unit.  This  provision  aims  at  preventing  both 
contractual  partner  countries  from  suffering  loss  (16 ) . 

Since  reciprocal  payments  rarely  occur  simultaneously,  a  swing  credit  is 
given  to  overcome  temporary  imbalances  and  to  avoid  interruptions  in 
trade  relations.  .  Often  the  agreement  will  have  a  three  month  settlement 
period  in  which  to  settle  outstanding  balances.  Countries  settle  through, 
deliveries  of  goods  using  convertible  currencies  only  as  a  last  resort 
(16). 

Third  party  payments  or  trilateral  clearing  account  balances,  switch 
arrangements  of  exported  goods,  and  conversion  of  bilateral  clearing 
funds  into  hard  currencies  are  all  derived  from  countries  seeking 
innovative  ways  to  settle  their  payments  accounts.  The  most  damaging  of 
payments  systems  are  the  latter  when  currencies  of  a  country  are  sold  at 
a  discount  in  international  switch  markets.  These  discount  sales  can 
cause  balance  of  payments  problems  for  a  country. 

Non-Monetary  Arrangements 


East  Germany  is  the  best  example  of  a  country  with  recent 
balance-of-payments  problems,  and  thereby  of  a  country  fostering  barter 
arrangements.  They  want  to  boost  exports  to  the  West  so  they  have 
developed  new  schemes;  barter  deals  that  are  elaborate  buy-back 
arrangements  tacked  on  to  normal  commercial  purchases,  or  compensation, 
counter-purchase,  or  counter-trade  contracts  that  obligate  the  capitalist 
suppliers  to  accept  a  percentage  of  payment  in  merchandise  of  one  kind  or 
another.  Preconditions  range  from  40%  to  full  value  of  the  import  in  a 
classic  barter  transaction.  The  supplier  who  refuses  to  go  along  with 
these  new  requirements  simply  loses  out  to  a  competitor  who  does  (8,34). 


28 


Appendix  3.  Table  1.— List  of  National  Defense  Stockpile  Inventory  of 

Strategic  and  Critical  Materials 


Commodity 


1.  Aluminum  Metal  Group 

Alumina 

Aluminum 

Bauxite,  Metal  Grade, 

Jamaica  Type 
Bauxite,  Metal  Grade, 

Surinam  Type 

2.  Aluminum  Oxide,  Abrasive 
Grain  Group 

Aluminum  Oxide, 

Fused,  Crude 
Bauxite,  Abrasive  Grade 

3.  Antimony 

4.  Asbesto-s,  Amosite 

5.  Asbestos,  Chrysotile 

6.  Bauxite,  Refractory 

7.  Beryllium  Metal  Group 

Beryl  Ore 

Beryllium  Copper  Master  Alloy 
Beryllium  Metal 

8.  Bismuth 

9 .  Cadmium 

10.  Chromium,  Chemical  and 
Metallurgical  Group 

Chromite,  Chemical 
Grade  Ore 

Chromite,  Metallurgical 
Grade  Ore 

Chromium,  Ferro,  High  Carbon 
Chromium,  Ferro,  Low  Carbon 
Chromium,  Metal 

12.  Chromite,  Refractory  Grade  Ore 

13.  Cobalt 

14.  Columbium  Group 

Columbium  Carbide  Powder 
Columbium  Concentrates 
Columbium,  Ferro 
Columbium,  Metal 

15.  Copper 

16.  Cordage  Fibers,  Abaca 

17.  Cordage  Fivers,  Si&al 

18.  Diamond,  Industrial  Group 

Diamond  Dies,  Small 

Diamond,  Industrial,  Crushing  Bort 

Diamond,  Industrial,  Stones 

19.  Feathers  and  Down 

20.  Fluorspar,  Acid  Grade 

21.  Fluorspar,  Metallurgical  Grade 


22.  Graphite,  Natural,  Ceylon, 
Amorphous  Lump 

23.  Graphite,  Natural,  Malagasy, 
Crystalline 

24.  Graphite,  Natural,  Other  than 
Ceylon  &  Malagasy 

25.  Iodine 

26.  Jewel  Bearings 

27.  Lead 

28.  Manganese,  Dioxide,  Battery 
Grade  Group 

Manganese,  Battery  Grade, 

Natural  Ore 

Manganese,  Battery  Grade, 

Sythetic  Dioxide 

29.  Manganese,  Chemical  and 
Metallurgical  Group 
Manganese  Ore,  Chemical  Grade 
Manganese  Ore,  Metallurgical  Grade 
Manganese,  Ferro,  High  Carbon 
Manganese,  Ferro,  Low  Carbon 
Manganese,  Ferro,  Medium  Carbon 
Manganese,  Ferro,  Silicon 
Manganese,  Metal,  Electrolytic 

30.  Mercury 

31.  Mica  Muscovite  Block, 

32.  Mica  Muscovite  Film, 

First  and  Second  Qualities 

33.  Mica  Muscovite  Splittings 

34.  Mica  Phlogopite  Block 

35.  Mica  Phlogopite  Splittings 

36.  Molybdenum  Group 

Molybdenum  Disulphide 
Molybdenum,  Ferro 

37.  Nickel 

38.  Opium  Group 

Opium,  Gum 
Opium,  Salt 

39.  Platinum  Group  Metals,  Iridium 

40.  Platinum  Group  Metals,  Palladium 

41.  Platinum  Group  Metals,  Platinum 

42.  Pyrethrum 

43.  Quartz  Crystals 

44.  Quinidine 

45.  Quinine 

46.  Rubber 

47.  Rutile 

48.  Saphire  and  Ruby 

49.  Silicon  Carbide,  Crude 

50.  Silver,  Fine 

51.  Talc,  Steatite  Block  and  Lump 


52.  Tantalum  Group 

Tantalum,  Carbide  Powder 
Tantalum-  Metal 
Tantalum  Minerals 

53.  Thorium . Nitrate 

54.  Tin 

55.  Titanium  Sponge 

56.  Tungsten  Group 

Tungsten  Carbide  Powder 
Tungsten,  Ferro 
•Tungsten,  Metal  Powder 
Tungsten  Ores  &  Concentrates 

57.  Vanadium  Group 

Vanadium,  Ferro 
Vanadium  Pentoxide 

58.  Vegetable  Tannin  Extract, 
Chestnut 

59.  Vegetable  Tannin  Extract, 
Quebracho 

60.  Vegetable  Tannin  Extract, 
Wattle 

61.  Zinc 


APPENDIX  3,  Table  2. — Agricultural  Commodities  other  than  CCC  Uncommitted  Stocks  and 

Country  llalance-of-Payments  Positions 

Import  Sources  Which  are  Potential  Users  of-?/  —  "  Cumul a  1 1  ve  TOTAT^/ 

;  U.S.  Import  :  Agricultural  Commodities  Other  Than  CCC  :  Market  k/  :  Merchandise  Trade  Balance 

Material  */  :  Sources  :  Uncommitted  Stocks  :  Price  :  1974,  79  ($Bil.) 
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